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Idr* !Iarold D* Smith* Director ^ HI 

Bureau of the Budget H: .v-I I 

ExsciitiYG Office of the President - --dV "H 

Washington, D# C* ■ . 

% desr L!r« Smith: ' 

In ansv/er to your oorsrrinicotion of /oigust 23t 1545 
referoncG to farther reduction of personnel, m are \ 70 rhing airier' - 
idiat is in effect a liquidation buun:et* Within its proTisions 'i?3 -v^ 
have ta-zcn steps to terainato map/ of our operational (as distinct - 
from inteliigonce) activities end to reduce the rGnaininq parts to _ 
a sino consistent mth present obligations in the Far East, in the 
occupation of Gornany and Austria, end in the naintenance of nis- 
sions in the hiddle East and on the Asiatic and I>aropGaii coatiaonts. 

As our liquidation proceeds it mil becons increasinplr 
difficult to exercise our functions so that vre have fecund it neces*- 
aary to sot up a liquifjatin.g connittee vrlth procedures a:^ controls 
to pro'dde for the gradual eliiiinatioa of our services in stem irlth 
the orderly reduction of porsoancl. 

It is our estimate, hoviever, uith the strictest econoz' 
of rs-iipov/or and of funds the effcctiYcness of 033 as a 7/ar A>.'c-ncr 
mil end as of Jauiaary 1, or at the latest February 1, li^o, ot 
vdaich tine liquidation should be completed. At that point I Thsi 
to return to x^rivate life. Thcrofore, in considering the disposi- 
tion to be made of the assets created by 031, I speak as f primto 
eitizon concerned mth the future of his country. 

In our Oovermient today there is no permanent Of'cnc^. to 
take over the -.functions uii ch 03 J v/ill have then ceased to perforz. 
These functions vAiile carried on as incident to the v;ar arc in 
reality essential in the cffoctivo dischargo by this netion o: its 
responaibilities in the organizetion and naintenance of the peace. 



vsinoe lest ’Joveabort I ha-vo pointed out tlio iii-.ridirita 
noaosaity of netting up such an ogenc/ to tako over tho voluahir. 
assets createa by 0J3. Among these assets was the entablish'sr.-.i h 
for tho arst tiisG in mir nation's history of a fovoi-n secret 
intelligcmco Borneo which reported inforsntioa as a .••n throu-h 
Amrioan eyes. As an integral end insoparable part this ser^dco^ 
there is ^ group of spcialists to analyze and evaluate the ureter*’ a] 
for present at ion to those vfho deterrdnG national policy. 

T4. / a aodorn intelligonce system. 

I- is more dll ficult to do so in time of peace than in tirss of war. 

i^.portant thopfore that it be dor^ before the iar' 
A^ionc/ has disappeared so that profit nay be rr.de of its exoc-ienrn 
mid movf hov/' in docidiag how the nov? agency rry best bo con^ jctet 

1. 1 ^^^0 already subnittod a plan for the establish' at of 

a centrjilizod sysGcn. ’iowever, tlie discussion of that orooosel 
laoicatoa the need of on a.greemont upon cortain fundaneat&i urin- 
ciples before a detailed plan is foraalated. If those con''«rro^ 

pinciplos within which such a systcrlhoild 
achi^YocL acceptance of a common plan v>aild bo more eesilT 

^ Accordingly, I attach a stateaont of nrincinl^s. th-^ 

souaaness of which I believe has boen establish^ bv study an-^ h- 
practical esporience, ^ ^ vj. s^uny cuk. Dv 

Sincerely, 


liillianj J. Danovon. 
Director 
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.^linpi plog... .r Thff Soundnqas Of Yifliicli It Is Bo li T fa-. 
ISgjkj MtiyisUea i3y Our (tei ‘^pgrl^ncn An d A nrat-iicuKi 
S y stor^ Of Otliqr liationH ~ W isinh Should 
‘"^'^j/; L>^tablig Jjjaont Of a Centr al United btat-^.r. 
Intelli -enoe S^rste: ?, 


. , Ths forriulation of national policy loth in its 

political and ailitai-/ aspects is influenoed and 
dotoriiined by knov/lGd^o (oi' i^oranca) of the ains, 
capabilities, intentions and policies of other nations. 

All mjor povTQi'G except the United iitates have had 
for a lone; tiae last p^eraanent norldvide intelligence 
services, rejortin^ directlj'' to the highest echelons 
of tlieir uoverinaents. Prior to tlie present war, the 
United Utates had no foreign secret intelligence sor- 
vice-, It never had i :.d aiid does not now have a 
coordinated intelligence systen. 

Tile delects and nangors of this situation have 
been generally reco:piizod. Adlieronee to the following 
"V/oiild renedy this deioct in peace as well as war so 
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that /Liaerloan policy could bo based iix>oii iuforijation 
obtained tlirou^h its ov/n sources on AOi‘Gi£jii intentions, 
cajtvbilities and developinnts as soon and interpreted 
by iinericaiiS. 

1* Shat each Deixirtnent of Government should have 
its mm intollii^onoo bureau for the collection and 
processing of ouch inforiiiitiojial material no iu fiuos 
neoossary in the actiuil perfornance of its functions 
and duties. 3uch a bureau should be under the solo 
control of the Depirtnont head and should not be en- 
oroaolisd upon or inpaired by the functions granbod any 
othoi' Governnontol intelligence agoncy. Because secret 
intolligenco covers all i’ields end because of possible 
cmbarTtnesment , no onocutivo department snould be per- 

J 

mtiod to engage in secret intelligsnco but in a prop =r 
case cal3. upon the central agency for sorvico, 

’ 2 * Tiyit in additioj. to the intolli..^enco unit for 

oach Depnrtrient there should bo established a mi-ional 




a r ‘ . ■ I' 
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oeatrais;ed intolliconcG ejeacy v/!iioh eho-old Uoto 

tb.0 authority ; 

A* To oervQ all deportnenta of tlio Goveriiaont# 

• . ■ t- 

B* To procuro f^'nd obtain political, ecoaonic, 
psycholooiical, sociological, nilitary end olaor 
inforMitioa wAioh uay boai* upon tko catioiial 
interoat and xMoh haa b->Gn collected by the 
different Governmental BepartnontG or agencies. 


G, To collect yhen necessary eupple»i9ntal 
information cither at its o\7n instance or, at 
the rcf^UGSt of any Govornnental Department 
by open or secret means fron other and various 

sources. 


]}, To intesrato, analyze, process and dis- 
soninato, to authorized Governnontol agonoies 
and officials, intelligence in the form of 
stratosie intorpretivo studies. 


3 , Tlmt 


5 Uoh an agency should bo prohibited from ; 
carryins on olnndootiii" octivitios within tho United > 
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state:; and ahould bo for bidden tbo cxercitJo of any 

i 

police i'unotiona citli^er at hone or abroad, 

4« oincG the naturo of ita vrork requiroa 
it to kave atntus. it akould bo indbpendont of any 
Bopoi’tivrsnt of tlio Ck)vcrmoiit (cinco it is obli'^ed 
to servo all and imst bo froo of the riatui'al bias = 

of an opa‘atin;^ SciXirtnoat ) . It should be under a ; 

Siroctor, ax^pointed by the Pi’osident, and be adidn- ; 
istei'ed under ih’esidentiul directiont or in the(?/ont 
of a Gensral ilinacor beinj appointed, should ba estab- 
lished in the Itcecutiv^' Office of the Presidont, under 
Ms diroction# 

5* That subject to the approval of the President 
or the uenoral jiana'xer, ■ the policy of ouch a ser^/icG 
should be detoriiined by the Director v/ith the advico 
and assistmwG of a Board on uhich the Becretarios of 
State, V/ax’a navy and Treasuix^^ should be ropresented, 

G, TJmt this a{;Gncy, as the cole asoncy for 
secret intelli^^cnce, sho'old be authorised, in the 
forei^pi field only, to cariy on sorviceo such as 

o-a:- 

, V M i V . 
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esplonsigo, ooujiter-espionaae and those spooial oporQ- 
tion?i (iuoludius Eorals and psyoiiolosioal) doaisaed 

to oiitioipitQ and oountor any etteapted ponotration 

anti Eubveraion of our iiatioual security by eaoay 

'! ' 

action. 

■ ^ ^ ^ 7* ■riiat sucjIx a soir/ioc sliould Imvo an indep^AAde, 

'';bud;;et ifrauted dii'Qotly by the Connrass. 

! 3. ‘ihat it Bhould be authorized to havo its oun 

syotou of codes and should bo fm-nishod facilities by 
Doirtiwjits of Govermicni. pi-oper and necessary for the 

p 3 :j.'foriatJJice of its duties* - 

I 3, Tiiat suck a seiTirico should include in its 
stiff opooialists (uithin Ckivetn/iental JJepar'.nents. 
ollil and Edlitary, and ia private life) profesaioaolly 
t-lipod ia analysis of iuforiiation and possossinu a 
hisli doai’oo of lin.?iiotio, rOoional or lUnotional 
oOHpotoaoe. to amlyzo, coordinate and evoluato iuoon- 
ina irjrornatioa, to aiko special intolliaouce reports, 

and to provide cuidanoe for the collootiae biano,. s 

«r;’"irrir-f 

of tki atpiicy* a tv P I 
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10* Tkit in tino of v/ar or unlimited national 
ener^^micy, all program of euch a;;onc 7 in areao of 
actual ojid projected military operations cliall bo 
coordinated ^7itii military piano, ani aliall be subjoot 
to tke apiu'oval of tho Joint Chief o c f utoff, or if 
there bo'a coiueolidation of the armed services, under 
the suprone cornmider. Pax'll s of such pi*Oi_^‘ai4S which 
are to bo executed in the theater of military opera-* 
.tioiX5 shall bo subject to conti'ol of tho military 
co.'iiiaandern)^ 


; >“•- 


«... ■ • » ^6 
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D0I30VAN LETTER TO DIRECTOR OF THE BUDGET 
WITH ACCOMPANYING "PRINCIPLES WHICH SHOULD 
GOVERN THE ESTABLISHTffiNT OF A CEKTPALIZED 
U.S. FOREIGN INTELLIGENCE SYSTEM." 


The ■unfortunate publicity given to the Donovan Plan 
and to JIC 239/5 forced them into a long retirement. Also 
during the first half of 1945 the tempo of the war in 
Europe and the Far East was such as to occupy the full 
energies of all intelligence agencies, V/ithin OSS consider- 
able thought v/as being given to the theory and principles 
of field organization for a peace-time secret intelligence 
system, but the place which that -would occupy in a national 
intelligence organization -was left without much published 
discussion. 

Immediately follov/ing V-J Day, hov/ever, the matter of 
liquidation of the war agencies came to the front and the 
OSS was threatened with extinction. In this connection the 
Bureau of the Budget played a leading role. This explains 
why General Donovan raised once more, and this time with 
Mr. Smith, the question of a centralized intelligence service. 
It is Interesting to note in the letter the clear indication 
that Donovan personally expected to be out of the picture 
entirely by the end of the year. 

Donovan^ s presentation again brings forward his propo- 
sal to put the centralized service directly i;inder the cortrol 
of the President, with an advisory board made up of the 
Secretaries of State, 7/ar, Na'vy and Treasury, or their repre- 
sentatives, The Inclusion of Treasury was probably due tc the 
importance which Treasury had assumed as a customer for intel- 
ligence because of its great interest in Safe Haven matters 
and other ‘types of fiscal intelligence and counterintelligence. 

It is not clear from the documents whether this renewal 
of the Donovan idea v/as the stimulus which drove the JCS to 
the completion and presentation of their counter-proposal, 
embodied in JCS 1181/5* It is, hov/ever, interesting to note 
that the date of this document as finally amended, 19 September 
1945, was hut one day in advance of the announcement of the 
dissolution of OSS. The division of the OSS corpse between 
the State and War Departments v/as ordered to be acci .aplished 
by 1 October, 
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